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URUGUAY: KEY ECONOMIC INDICATORS 
(Money Values in Millions of Dollars Except Where Noted) 


1980 1981 1982 


Gross Domestic Product (GDP) 10,340 11,699 9,395 
Real GDP (1978 Prices) 5,702 5,629 5,064 
Resident Population (millions) 2.90 2.92 2. 
GDP Per Capita (dollars) 3,566 4,011 3,201 


GDP BY SECTORS (% OF TOTAL GDP) 
Construction 
Manufacturing 
Agriculture 
Transport, Commerce 4 Services 
Other 


Private Consumption 
Investment 
As % of GDP 


BALANCE OF PAYMENTS 
xports -O.B. 
Exports to U.S. (F.0.B.) 
Imports (C.I1.F.) 
Imports from U.S. (C.I.F.) 
Service Receipts 
Service Payments 
Transfers (Net) 
Current Account 
Capital Account 


Money §& Quasi Money (% of GDP) 
Disbursed External Debt (year end) 
Foreign Exchange Reserves (year end) 
Debt Service 

Debt Service (% of Exports) 

Terms of Trade (1971=100) 


GOVERNMENT ACCOUNTS 
apita xpenditures 
Current Expenditures 
Current Revenue 


MAIN EXPORTS 
ee 
Leather §& Leath. Wearing App. 
Wool §& W. Fabric §& Wearing 
Fish 
Rice 


Note: Original data in New Uruguayan 


Pesos (N$ 
N$1 = US$ 


has been converted at 
0.110 0.093 0.072 





ECONOMIC TRENDS 


SUMMARY 


Uruguay's economic recession, which began in the second half of 
1981, deepened last year and continued through the first half of 
1983. After declining by about one percent in 1981, GDP slid 
another ten percent in 1982. A smaller decline, possibly on the 
order of 2-3 percent, appears likely for 1983. The unemployment 
rate, which hit an all time recorded low in the first quarter of 
1981, has climbed to a rate in excess of 15 percent. The prolonged 
period of slack demand and extremely high real interest rates has 
brought about a record level of business bankruptcies and defaults 
on loans. No sustained recovery is expected until such time as the 
world economy and the economies of Uruguay's large neighbors begin 
to show strength. Even then, the rate of recovery is likely to be 
fairly slow. 


After the severity of the international economic recession became 
apparent in the second half of 1981, the Uruguayan Government 
enacted a program of expenditure cuts and of tax and debt relief for 
those sectors most seriously affected. As elsewhere, the depth and 
longevity of the recession were far greater then virtually anyone 
had anticipated. A widening government deficit, which had to be 
financed principally by a rundown of international reserves, 
undermined public confidence in the government's ability to adhere 
to a sliding peg exchange rate. After the loss of $575 million of 
foreign exchange reserves and the virtual exhaustion of foreign 
lines of credit, the government decided on November 25, 1982 to 
allow the peso to float against the dollar. Thereafter the peso 
depreciated to less than half its pre-float value vis-a-vis the 
dollar. aaa 


In April 1983, the Uruguayan Government finalized an agreement with 
the IMF for a Stand-by and Extended Facility Loan. By the terms of 
the agreement, the Uruguayan Government is committed to bringing 
about a balanced budget over a two year period, to limiting the 
expansion of credit, and to halting the loss of international 
reserves. At the end of July 1983, the government signed an accord 
with its 75 foreign bank creditors for the restructuring of $629 
million of debt maturing in 1983/84 and for $240 million of new 
money. 





U.S. exports to Uruguay will be down sharply in 1983, principally 
because of a large, one-time purchase of U.S. commercial aircraft by 
the state-owned airline in early 1982. In addition, overall 
Uruguayan imports are expected to fall again in 1983 following a 
36.4 percent drop in 1982. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 
I. Overview 


a. The Economic Opening. In 1974, the Uruguayan Government 
embarked on an economic program whose principal themes were "export, 
investment, stability, and growth." Tariffs and non-tariff barriers 
were lowered, export restraints were reduced, public sector finances 
were brought into better balance, capital and exchange controls were 
lifted and most price controls were eliminated. From 1974 through 
1980 real GDP grew at an average annual rate of 4.7 percent as 
compared to 0.9 percent for the previous 20-year period. Trade 
increased at an average rate of 21 percent. Economic policy was 
less successful in stabilizing the economy, as the inflation rate 
varied from a high of 107.2 percent in 1974 to a low of 42.8 percent 
in 1980. On the other hand, the Uruguayan economy experienced a 
substantially higher rate of investment, especially in the 
construction sector, than it had known in several decades. 


b. Failure to Adjust. In 1979, the Uruguayan Government decided on 
a sliding peg exchange system in which the dollar value of the peso 
was preannounced by the Central Bank for a period of up to six 
months. Through daily mini-devaluations to bridge the difference 
between the domestic and the U.S. rates of inflation, the Central 
Bank attempted to achieve a steady real exchange value between the 
peso and the dollar. Apparently overlooked was the possibility of a 
real dollar appreciation against other currencies and a loss of 
Uruguayan competitiveness resulting from the progressively 
overvalued peso. This loss of competitiveness was accentuated by 
the exchange rate and trade policies of Uruguay's principal trade 
partners, Argentina and Brazil. 


The inflation rate continued to fall rapidly until December 1982 and 
a stepped up monthly rate of devaluation marginally improved the 
competitiveness of Uruguayan goods. However, the sag in exports, 
partly because of receding demand in foreign markets, could not be 
halted. To afford some temporary relief for local producers, the 
Uruguayan Government in June 1982 imposed a ten percent surcharge on 
imports and granted a ten percent across-the-board subsidy to all 
exports -- in effect a disguised peso devaluation. In a further 
effort to stimulate exports, and thereby a declining economy, the 
government instituted an export prefinancing scheme which granted 
exporters financing at approximately a zero rate of real interest. 





c. Floating the Peso. After the loss of most of its foreign 
exchange reserves in an effort to defend an overvalued peso, the 
government on November 25, 1982 decided to allow the peso to float 
freely. Within a matter of weeks the peso depreciated by 50 percent 
vis-a-vis the dollar. In early December a new Economy and Finance 
Minister was appointed for the purpose of initiating an austerity 
program. All subsidies to exports, including the prefinancing 
scheme, were abolished and a new tariff program with five basic 
rates was announced. Uncertainty about the content and the duration 
of the government's new economic program continued to have 
unsettling effects on the exchange market and erratic movements of 
the peso rate were characteristic of the exchange market up until 
May. More recently, the rate has tended to stabilize in the 32-34 
pesos per dollar range. 


d. IMF and Debt Deferral Negotiations. In early 1982, the 
Uruguayan Government began negotiations for a combination of IMF and 


bank consortium loans. Negotiations with the IMF _ continued 
sporadically until December 1982 when a basic accord was reached 
regarding the conditions of IMF assistance over a two-year period. 
The IMF Executive Directors approved an SDR 378 million 
(approximately $410 million) Stand-by and Extended Loan on April 22, 


1983 and the first quarterly tranche of $51 million was disbursed on 
May 2. Under the terms of the loan, the government is committed to 
specific quarterly targets with respect to the public’ sector 
deficit, the rate of credit expansion and the level of international 
reserves. The object of the program is to achieve financial 
stability within the two-year period remaining to this government. 


Negotiations for the restructuring of Uruguays public external debt 
were concluded at the end of July 1983. The $869 million package 
includes a $629 million rollover of short- and medium-term public 
sector debt due in 1983 and 1984 for six years, as well a new money 
loan of $240 million. The package will be repaid in 17 quarterly 
installments beginning in two years, at interest 2 1/4 percent over 
LIBOR. 


II. Review by Sector 


The following table shows the sectorial breakdown for the ten 
percent drop in GDP estimated for 1982: 


Percentage Percentage 


Sector Weight Change 
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a. Industry. Industrial production fell steeply and at a fairly 
steady rate from mid-1981 through at least the first three quarters 
of 1982. The textile an apparel industries have been especially 
hard hit although others, except for foodstuffs, have also suffered 
steep declines. There have been no indications of an upswing since 
late 1982, although the fall appears to have been brought to a 
halt. According to a Central Bank survey, hours worked have dropped 
substantially more during this recession than has’ industrial 
output. Increased productivity along with the abrupt fall in wage 
costs should improve Uruguay's industrial competitiveness once 
demand begins to revive. 


A few industries, especially the export oriented ones such as wool 
textiles, have already felt the incentive of a devalued peso. The 
moderate recovery registered by the Argentine economy is beginning 
to generate a higher level of orders for some local branches. A 
general recovery, however, appears to be several months away and may 
be moderate, particularly if the world economy fails to expand as 
projected. 


b. Agriculture. The Uruguayan agricultural sector continues to 
suffer the adverse effects of low commodity prices and high interest 
rates. However, a program announced in September 1982 allowing for 
the refinancing of up to one-third of agricultural debt afforded 
some credit relief. Total agricultural output dropped in 1982 and 
appears likely to suffer a small decline again in 1983. Changes in 
the price support system for wheat are expected to lead to a 
pronounced reduction in wheat plantings. No substantial changes are 
foreseen tor most other products in this sector. 


c. Fishing. The 1982 fish catch fell by 15 percent in comparison 
with 1981 and exports declined from $58 million to $47 million. The 
problems of this industry are due largely to the lack of access to 
foreign markets and to the financial problems of some of the 
Uruguayan fishing industry's principal customers. Sales to Nigeria 
in particular were hard hit by that country's loss of petroleum 
revenues. 


d. Tourism. Although tourist receipts in the 1982/83 season were 
up marginally over the previous year, they continued to lag far 
behind income derived from this source two years ago. The volume of 
Argentine visitors, who reportedly account for 80-90 percent of 
total tourists revenues, fell after the first of a series of large 
Argentine peso devalutaions starting in March 1981. As the output 
of this sector will continue to be a function of the health of the 
Argentine economy, no sizable growth is expected for this sector 
during the next season. 


III. Fiscal Policy 


The primary concerns of fiscal policy have been to try to contain 
the size of the public sector deficit while shoring up, to the 
extent possible, the productive structure. In June 1982, the 
minimum rate of the value added tax (applied prinicipally to 





foodstuffs, medicines and services) was raised from eight percent to 
12 percent. Coverage was extended to include professional 
services. As the economy deteriorated, revenues from _ several 
principal sources -- especially the value added, corporate and 
import taxes -- declined at an accelerating rate. A higher rate of 
tax evasion and tax payment postponements further depressed 
revenues. On the other hand, government outlays spiralled to meet 
the additional costs of a higher wage bill resulting from the 
January 1982 eleven percent wage increase (which also applied to 
social security benefits) and to bridge the growing gap between the 
receipts and expenditures of the social security system. For the 
year 1982 the deficit in the central government budget amounted to 
nine percent of GDP. 


The financial performance of the state enterprises was strongly 
compromised by declining demand. Given the government's policy to 
maintain public sector employment, the state corporations were 
unable to offset losses of receipts through a compensating reduction 
in non-personnel expenditures. However, the largest part of the 
deficit of the public enterprises, 76 percent, was accounted for by 
the Mortgage Bank. To help sustain employment, the government 
decided to maintain a substantial public housing program despite 
very high financing costs. A rising level of delinquencies on 
payments reduced the Bank's income at the same time that its outlays 
were rising. As access to foreign financing was closed off, an 
increasingly large part of the Bank's financing requirements had to 
be met by borrowings from the Central Bank. Altogether, the deficit 
of the public enterprises amounted to three percent of 1982 GDP. 


According to the agreement with the IMF, the public sector deficit 
is to be reduced to two percent of GDP in 1983 and to 0.75 percent 
in 1984. Quarterly deficit targets were also established. The 
public sector was able to comply with the first quarter target. 
Spending in real terms is being reduced by holding nominal public 
sector wages constant at least until such time as the fiscal 
situation improves. As outlays for wages and pensions account for 
70 percent of the government budget and given an inflation rate 
estimated from 40 to 60 percent, government expenditures in real 
terms should fall very steeply in 1983. Government revenues are 
being boosted by increases in some taxes and by inflation. An 
export tax has been levied on traditional products ranging from five 
to fifteen percent. Raising employers' contributions to _ social 





security by two percentage points and employees' contributions by 
three percentage points will help to lower the system's deficit. 
Most of the public sector deficit is to be financed by foreign 
borrowing. 


During late 1982, the Uruguayan Government reaffirmed a policy of 
selling those state enterprises not deemed strategic. A commission 
was established to study which firms should be sold to the private 
sector. So far, only one has been identified -- a fish processing 
plant which is to be turned over to the private sector during 1983. 


IV. Employment and Wages 


a. Employment. The latest employment survey showed an unemployment 
rate oF 17-8 percent for March 1983. This is somewhat higher than 
the rates measured since the first half of 1982. Between June 1981 
and June 1982 the labor force is estimated to have expanded by 6.2 
percent to 1.278 million and the number of employed to have declined 
0.1 percent to 1.134 million. 


Employment declined in every sector except “other services" which 
largely consists of government workers. The largest decline in 
employment was registered by the manufacturing' sector. The 
government's support for the public construction program has helped 
to cushion the fall in the construction sector despite a near 
collapse of private construction activity in the last two years. 


b. Wages. The average real wage reached a four-year high in early 
1982. Thereafter, it fell by 21.9 percent as of February i1983. 
Inflation will further reduce the average real wage several 
percentage points by the end of the year absent another general wage 
increase. 


In November 1982, the government announced that private sector wages 
would be determined by market forces. The government will continue, 
however, to establish a minimum wage. 


V. Money, Interest Rates and Debt 


a. Money. Despite the large amount of financing given by the 
Central Bank to the public sector in 1982, the money supply declined 
as a result of a still larger outflow of capital. By mid-November 
1982, Ml was 10.7 percent lower than it was at the beginning of the 
year and M2 had declined by 3.7 percent. Given an inflation rate of 
about eleven percent, this implied real drops of 19.5 percent for Ml 
and 13.2 percent for M2. Following the floating of the peso, these 
aggregates expanded by 33.4 percent and 14.1 percent respectively 
until the end of the year. Money expansion in 1983 has decelerated 
sharply as government spending has been brought under control. The 
deflated money supply in February 1983 was approximately 1.7 percent 
less than at the beginning of 1982. 





b. Inflation. Until December 1982, the inflation rate continued to 
contract to a yearly rate of about ten percent even as the Central 
Bank was accelerating the rate of monthly peso devaluations. The 
sharp devaluation of the peso which followed the November 25 float 
contributed to the boost in prices of 8.6 percent in December and 
15.4 percent in January. Large increases in government administered- 
prices (principally of utilities, transportation and fuel) account 
for much of the January bulge in the consumer price index (CPI). 
Since January, the CPI has risen at a monthly rate ranging from 1.2 
percent to 4 percent. Through April the CPI had risen by 24.9 
percent. The wholesale price index (WPI) has been dominated by the 
depreciation of the peso. Following the peso floating, the WPI 
increased by 34.2 percent in December and by another 54.9 percent 
through the first four months of 1983. Although the government has 
projected the CPI to increase by 40 percent for 1983, a higher 
figure seems more likely. 


¢. Interest Rates. The level of interest rates is determined 
essentially by exchange rate expectations. Thus, despite the 
relatively low rate of inflation during 1982, nominal interest rates 
averaged about 3.8 percent a month during the first eleven months of 
1982 to yield a real yearly interest rate of about 45 percent. 


Nominal yearly interest rates shot up after the floating of the peso 
to over 105 percent on loans but receded thereafter as_ the 
peso/dollar exchange rate stabilized. During the February-April 
period, deposit rates on 30-day money averaged 80 percent as 
compared with a yearly inflation rate of 37 percent. Although 
interest rates declined substantially in May, very high real 
interest rates appear likely to remain during the year. 


ad. Finance. The condition of the financial system has weakened 
with the deterioration of the economy. During 1982 and early 1983, 
the Central Bank assisted in the transfer of two local banks and two 
financing companies to foreign hands. Special support was necessary 
to keep other banks solvent. 
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The very large depreciation of the peso has hit borrowers with loans 
denominated in dollars, even as it afforded relief to peso 
borrowers. However, the government has resisted demands for a 
privileged exchange rate for dollar debtors. The persistence of 
high real interest rates will continue to put pressure on the 
financial system. 


VI. Political Setting 


After more than a decade of military rule, Uruguay is now embarked 
on a program for the restoration of democratic government. As part 
of this process, elections were held in November 1982 to choose 
members to the political parties' conventions. In May 1983, 
political party and military leaders opened discussions on a 
constitutional framework for the future civilian government. A 
plebiscite on the constitution is planned for early 1984 which 
should lead to a democratically elected government taking office in 
March 1985. 


VII. External Sector 


me Trade. Uruguay's merchandise trade deficit dropped from $426 
million in 1981 to an estimated $20 million in 1982. This year, 
Uruguay is expected to register its first trade surplus in ten 
years, which will probably be large enough to substantially balance 
the deficit in the services account. 


During 1982, merchandise exports declined by 15.8 percent and 
merchandise imports showed a dramatic decline of 36.4 percent. 
During the first quarter of 1983, the trend of falling exports 
continued but is expected to turn around in the second quarter, 
while imports are not expected to show a rapid recovery. For the 
full year 1983, imports are expected to be down substantially from 
the 1982 level while exports should show a marked improvement over 
1982. 

In December, the Uruguayan Government announced a modification of 
its tariff reduction program. As originally envisaged, import 
duties were to be reduced over a five-year period to a maximum rate 
of 35 percent by January 1, 1983. The new program established five 
tariff levels ranging from 10 percent to 55 percent in accordance 
with the degree of elaboration of the imported item (the lowest rate 
generally applies to raw materials and capital goods, the 
intermediate rates to processed goods, and the highest rate to 
finished goods). In January, a decree was issued establishing a 
variable surcharge on dumped exports to be calculated as_ the 
difference between the "normal export price" and its c.i.f. value. 


To partially offset the incentive to export lost by the abolition of 
export subsidies and to bring the Uruguayan export incentive program 
into harmony with GATT rules, a decree was issued at the end of 1982 
that allows the reimbursement of indirect taxes on exports. 





Merchandise Trade 


(millions of dollars) 
1981 


EXPORTS 


Beef 213.6 170.3 
Wool 236.1 205.0 
Rice 109.3 92.4 
Fish 57.6 47.5 
Hides and Leather 50.7 72.8 
Leather Manufactures 44.7 38.1 
Leather Apparel 42.8 28.8 
Textile Products 95.1 87.5 
Other 365.5 280.5 


TOTAL 1,215.4 1,022.9 


IMPORTS 


Consumer Goods 257.4 99.5 
Capital Goods 236.3 143.4 
Intermediate Goods 644.4 381.6 
Fuels and Lubricants 503.0 418.6 


TOTAL 1,641.1 1,043.1 


b. Balance of Payments. During 1982, a current account deficit of 
about $600 million combined with net capital outflows of .$200 
million to produce a loss of $800 million in the Central Bank's 
international reserves. The conversion of 534.2 thousand ounces of 
gold (valued at $155 an ounce for reserve calculation purposes) 
during the year helped to net some $160 million in the balance 
sheet. Thus, the Central Bank's international reserves at the end 
of the year stood at $202.5 million as opposed to $840.8 million at 
the beginning of 1982. During early 1983, the Central Bank 
continued to sell off some of its gold stocks in order to service 
the public debt. By March 1983, net international reserves had 
fallen to $ 114.1 million. 


Despite a narrowing of the trade deficit in 1982, the current 
account deficit widened by about $130 million. The usual tourism 
surplus swung into a huge deficit as thousands of Uruguayans rushed 
over to Argentine and Brazilian borders to obtain bargains on most 
consumer goods. The decline on investment income grew by $170 
million reflecting the loss of income on official deposits abroad 
and the much larger debt service burden, a consequence of both a 
larger debt and higher interest rates. With the peso devaluation, 
the disparity of Uruguayan with Argentine and Brazilian prices has 
been largely eliminated; hence travel should again show the usual 
surplus in 1983. The deficit in investment income, however, stands 
to widen again this year. 





After several years of large net inflows, private capital rushed out 
toward the end of the year. Fears of peso devaluation and, 
following the float, of possible exchange controls were _ the 
principal factors inducing the migration of financial capital. 
Since the Uruguayan government made a commitment to the IMF not to 
impose any restrictions on capital transactions, the net outward 
movement of capital has reportedly ceased. 


A resumption of confidence in economic policy is needed to reverse 
the flow of private capital. A restructuring of the public debt 
together with substantial public sector borrowing is expected to 
produce a sizable balance on capital account in 1983. The program 
agreed to with the IMF calls for an overall balance of payments 
deficit of no more than $100 million. 


Balance of Payments 
(US$ Million) 


1981 


Current Account -478. 


1. Merchandise Trade -488.5 
Exports FOB (2h, 225.4) 
Imports CIF (-1,703.9) 

2. Net Non Financial Service 74.3 

3. Net Financial Services -73.8 

4. Net Transfers 9.7 


Capital Account 479.3 


1. Public Sector 308.2 
Long-Term (223.5) 
Short-Term . (84.7) 

2. Private Sector Aeeol 


SDR Allocations 10.9 


Change in Central Bank Reserves -11.9 799. +40 


c. Foreign Debt. At the end of 1982, Uruguay's gross public sector 
foreign fsbt Stood at $3.0 billion, an increase of $1.7 billion 


Since the end of 1980. Private and public sector foreign debt 
together amounted to $4.2 billion compared to $2.1 at the end of 
1980. The terms of the agreement with the banks for a restructuring 
of the public sector's 1983/84 debt involve amortization over a 
seven year period and two years of grace. Hence, the debt servicing 
burden will rise substantially in 1985. 
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Foreign Debt 
(millions of dollars) 


1981 


Public Sector 1, 707.3 
Private Sector 1,342.0 


TOTAL 3,129.3 


d. Foreign Investment. In recent years, Argentines have accounted 
for most of the direct foreign investment in Uruguay, largely in the 
form of real estate. Exchange rate developments in Argentina and 
rising interest rates brought a halt to the local real estate boom 
in 1981. The value of new direct foreign investment declined from 
— million in 1980 to $49 million in 1981 and to $10 million in 


In December, the Uruguayan Government signed an agreement with the 
Overseas Private Investment Corporation (OPIC) which allows the 
latter to insure U.S. investment against the risks of expropriation, 
currency inconvertibility and war or other conflicts affecting 
public order. An OPIC investment mission to Uruguay is tentatively 
planned for August 1984. 


B. IMPLICATIONS FOR THE UNITED STATES 


The initial surge of imports brought about in early 1980 by a 
substantial lowering of import levies and by the ready availability 
of foreign exchange is over. Although the tariff structure was 
recently reorganized into five basic categories and rates again 
lowered (see page 10) some categories of imports have slowed to a 
near halt and others are down drastically. Importers are struggling 
to sell in a market which, among other negative factors, labors 
under severe liquidity problems. 


During 1982, Uruguay's imports amounted to $1,043.1 million 
(f.0.b.), 36 percent less than in 1981. Of that amount, Uruguay 
spent $415.8 million (39 percent) on crude oil alone, an essential 
import for a country without fossil fuel reserves. The country also 
spent $28.2 million on other petroleum products, $139.3 million on 
machinery and equipment, including household electrical goods, 
$109.3 million on chemicals, $105.7 million on transportation 
equipment (commercial airplanes), $45.2 million on metal 
manufactures, $43.4 million on plastics and rubber products, $29.9 
million on textiles, $18.6 million on instruments and $111.7 million 
on miscellaneous items, (largely seeds, food products and paper). 


During: the past five-year period, the U.S. share of the import 
market has increased from 8 percent in 1978 to 12.6 percent in 1982, 
right behind neighboring Brazil and Argentina which have averaged 16 
and 12 percent, respectively. Principal U.S. exports in 1982 were 
transportation equipment -- commercial airplanes ($47.5 million), 
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chemicals ($27.5 million), machinery and equipment ($26.1 million), 
plastics and rubber products ($6.7 million), instruments ($6 
million), finished textiles ($4.3 million), metal manufactures ($3 
million), petroleum products ($1.5 million), and miscellaneous goods 
($9 million). The total for the year was $131.6 million. (Note: 
Above trade figures are official Uruguayan statistics. U.S. Bureau 
of the Census figures indicate U.S. exports to Uruguay in 1982 were 
$180.5 million). 


Market surveys indicate that domestic producers are trying to reduce 
inventories. High interest rates and slackening demand _ for 
domestically produced goods have combined to reduce capital spending 
from a high of 18 percent of GDP in 1979 to only about twelve 
percent of GDP in 1982. As GDP was shrinking at the same time, 
actual capital outlays fell by more than 50 percent and, since 
public sector capital expenditures (mostly construction) declined by 
much less, fixed investment by the private sector came to a near 
halt. The poor sales prospects for the next several months seen by 
most producers plus an unusual amount of unutilized capacity will 
constrain a marked recovery of business investment until well after 
a general recovery of the economy is underway. 


This year Uruguay will apparently be importing much less than last 
year. However, if exports of traditional products (beef, wool and 
by-products) and nontraditional items increase in late 1983 and 
early 1984 as expected, manufacturers making goods for export will 
again be in need of chemicals, components, spare parts for used 
machinery and some new equipment. Investment by non-exporting 
manufacturing sectors will be delayed until after domestic demand 
has recovered. 


Over the medium-term, Uruguay may revert to more protectionist 
policies, especially if the country continues’ to’ experience 
difficulties in obtaining access to foreign markets and if new 
investment is not forthcoming for industries in which Uruguay enjoys 
a comparative advantage. In preparation for the November 1984 
elections, the political parties have issued manifestos which stress 
the need to support the existing industrial structure. If policy is 
so modified after the March 1985 reversion to civilian government, 
imports will come to consist principally of basic raw materials and 
of capital goods. 


The Uruguayan market is not an easy place for U.S. exporters to 
sell. Brazilian, Argentine, East Asian and European competition is 
strong. Nevertheless, the United States is competitive in some 
basic raw materizls and in high technology products. As credit is 
often available on far better terms from Brazil and_ Europe, 
competitive pricing is essential. Nonetheless, the possibilities of 
increased sales should be attractive to U.S. exporters who are 
prepared to adjust to Uruguay's small size orders and to do the 
extensive paperwork required by customs, the port authority, 
official banks and other agencies. 


During 1982, the Uruguayan Government initiated countertrade 
arrangements with Iran in an effort to expand market access for 
agricultural production. Having successfully completed the first 





exchange of $50 million dollars worth of crude oil for frozen beef 
and rice, Uruguay and Iran in 1983 are exchanging shipments of crude 
oil for beef, rice, wheat, butter and poultry, to a ceiling of $100 
million. An official mission traveling to Italy in 1982 negotiated 
an exchange of Uruguayan products for an A-type satellite tracking 
station, telephone cable and other equipment for the government 
communications monopoly ANTEL. This negotiation involved ak 
countertrade agreement worth $35 million, 15 percent of which was in 
cash. There are also plans for countertrade arrangements witi a 
German firm offering prefabricated houses in exchange for Uruguayan 
corned beef, fish, frozen beef, shoes and wearing apparel, and a 
possible exchange of goods for crude oil with WwWigeria. The 
Uruguayan government is interested in negotiating exchanges with 
Spain and with U.S. firms, one of which is offering telex 
communication equipment to ANTEL in exchange for Uruguayan goods. 


Companies seeking to enter the Uruguayan market for the first time 
will, in the majority of cases, find appointing a local sales agent 
to be the most effective initial step. Importers/distributors based 
in the capital city of Montevideo often maintain sales networks in 
the interior of the country. They build inventories and, at times, 
import products on behalf of others, collecting commissions on 
sales. Agents and distributors are readily available here. Some 
specialize in selling to government agencies. A U.S. firm engaging 


a local representative has the advantage of keeping up to date with 
local market conditions as well as with changes in policies 
affecting trade. 


Major Projects. With the large Salto Grande and the medium-sized 
Palmar Gperdefectric plants in full operation, there are less visual 
but nonetheless important projects underway. Most are financed by 
international organizations. Of these, two are IBRD projects. The 
larger one is the $45 million dollar Highway II loan for the 
Uruguayan Ministry of Transport and Public Works, calling for the 
improvement of the national highway network and feeder roads. Total 
project cost is estimated at $137 million, with $70 million in 
foreign purchases. The other is an appraisal report for a $55 
million program for the electric power agency UTE, which is 
interested in a combined cycle thermal plant, step-up substation and 
transmission line. This project awaits an Uruguayan Government 
policy decision. The IDB is helping to finance studies and actual 
work on the improvement and extension of the sewage system of tie 
city of Montevideo. Subject to a preliminary analysis is also the 
construction of eleven plants for the large dairy cooperative 
society CONAPROLE. Plans call for a) consolidation of current 
processing of milk and by-product facilities in a new complex to be 
located within the city limits of Montevideo, b) construction of two 
new raw milk reception centers, c) construction of four industrial 
plants for cheese, powder and pasteurized milk production, and d) 
expansion and re-equipping of three existing plants located in the 
interior of the country. 





U.S. Trade Promotion Events. One large Uruguyan international fair 
with U.S. official participation takes place each August in 
Montevideo. The Embassy organizes a U.S. Pavilion showing products 
sold by American companies and by local representatives of American 
firms. U.S. suppliers interested in participating should contact 
the Commercial Section of the Embassy or the nearest Department of 
Commerce District Office for additional information. 
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